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New Initiatives

~- Green Pricing
Supply-Side Incentives

~Green RFPs
Set-asides

~- Safe Harbor Rules
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~- Essential for accurate
comparison of very different
resources

~ Do not confuseprinciples
with a particular regulatory
process
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Green Pricing1
Optional electric utility servicefor
customerswho want to increasetheir
utility’s reliance on renewable resources

~ When a customerelectsthe green
pricing option, the utility obligates itself
to acquire new renewables
Price premium is intended to cover the
incremental costof the new renewable
resource.

I

GOd.

Developand testa
market-based
mechanism

~Test customerwillingnessto
choosean environmentally
preferred resourcemix

~- Assist in the sustainedorderly
developmentof renewables
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__ Essential Elements S I
Alternative utility product or service I

~- Customersget renewablesover
and abovewhat an LCP would
dictate, Le. non costeffective~

Why not costeffective? ~— S

Technology I
Timing
Low utility avoided costs
Site conditions I

__ Supply-side Incentives
~An indirect way to begin removing

contract and planning barriers
~ Effective incentivescould bevery I

small
CompareI mu incentiveto 15 mu tax I
credit

• NEES GreenRFPwould bea$200,000
incentiveper year
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Supply-side Incentives
continued)

~- Wisconsin is only statewith
incentives (May 93)
• .75 cents/kWh for wind, PV, solar

thermal
• .25 cents/kWh for biomass,MSW
Puget ‘s “1 mit provided that...”
proposal rejected

178

Green RFPs

Objectives
• Learning and resource

planning benefits
Options to addresstightening
environmental requirements and
global warming concerns
Possible“no regrets” strategy

• Environmental benefits
Greenhousegasemissionreductions
Zero emissionresources
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I
Green RFPs (Continued) I

~- Targeted solicitation for wasteand renewablegeneration

~- Preferred projects I
• Usefuels and technologieswith

strong resourcepotential
• Not fully explored in New England S

~- Lesspreferred projects
• Do not expand renewableknowledge base I
• Significant environmental impact
• Significant cost I

I

__ Bottom Line

~NEES got more options more
cheaply than they thought

Regulatory actions now pending
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What is a SetAside
~- A portion of an integrated resourceplan

devoted to learning about renewabtes
~- Concentrateson demonstration and

commercialization
~- In addition to renewablesR&D
~ May involve innovative meansof

acquisition

~- Regulators
• Planning information
• Limit utility and customerrisk
• Insurance policy value

~- Utilities
• Gather planning information
• Learn costsand benefits
• Learn applications, technologies
• Aggregatemarkets for demand pull
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SetAsidesin IRP

~- Customers i
• Hedgefuel price and availability risks
• Hedgeenvironmental uncertainties I
• Diversity resourceportfolios

Long-term least-costresources I
Natural gasbridge to renewables

~- Renewableindustry
• Planning information for financing, expansion
• Builds relationships with utility customers
• Self equipment, services I
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SafeHarbor

Balances- utility desirefor __

certaintyandregulators -

desireto avoid pre-approvaland
removalof risk from managers

~The conceptis simpleandis usedin
otherareassuchasSEC

~- By rule or decisionregulatorsprovide
guidanceandsetforth limits within
which costrecoveryis morecertain
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I SafeHarbor

__ (continued) S

~- Differs from pre-approval by degree
I of specificity

I ~Examples:• Maine DSM rules I
i •NYR&D1%limit

•IOWADSM limit
~Utility remains at risk for prudent

management
I
I
I
I
I
I
I
I
I S
I
I



a a a a a a a a a a a a a a a a a a a



Appendix F-Session4: StakeholderPerspectives
Hawaii Windpower Workshop / FINAL Report—July 29, 1994

4.3.2 PanelMembers

Collette Gomoto — PublicUtilities Commission(PUC)
Ron LeKr —Attorney
Gerry Sumida —Attorney

PanelResponses

RonLehr-Attorney

In society,wepay investorsto takerisks. Thetools that investorsuseto
calculaterisksandhow theyfunctionhavebeenfairly well developedby financial
economics.In theIRP process,engineeringeconomicscompetewith financial
economics,Mr. Lehr asserted.

In utility planning, engineersgenerallyoverseetheplanningprocess.Engineers
tendto useshortcutsto getwhat theythink of asvalue,accordingto Mr. Lehr.

In order to evaluatetheselong termprojectsin termsof today’s dollars,utilities
usea discounting technique to calculate the coststream. The calculatedcoststreamis
thenmultiplied by the discountratein orderto bring it back to presentday value.

In calculatingthe coststream,engineersborrowa termfrom theutility
company’sfinancialposition,calledthe weightedaveragecostedcapital (WACC) to do
the discounting.Engineersusethat asthediscountingrate.

This approachis wrong,Mr. Lehr contendsbecauseit understatesthe risk of fuel
priceand its availability risks.

WACC is what theinvestorshaverequiredto fund all of the facilities, including
all of the oil fire and coal fire generators facilities, that the utility has in placeto today.
The costin capital includes the risk of all thesefacilities.

If you are lookingat a wind energy facilities or photovoltaic facilities, or any
other alternative energyoption, thosetechnologieshavetheir own risks. The big
differenceis in fuel risk. If you haveto fuel a plant, then there will bea big cost
stream of fuel that goesout into thefuture. If you look at that coststreamof fuel and
apply a high discountratesuchasWACC, within a few years,it looks like that fuel
disappears.

Utilities canusea risk adjusteddiscountrate (RADR) in consideringalternative
resources. RADR is projectspecific andin particular,looks at thefuel coststream
over the long term future, he said. Given thefact that everyfuel hasdifferent risks,
those fuels that vary greatlyusing financial economics,would look riskier thanfuels
thatdo not vary asmuch.The processfor calculatingthis discountrateis CAP M
(capitalassetpricing model)with the developmentof a betafor the fuel treatedasan
asset.
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ColetteGomoto—PUC

ThePUG considersanywind powerproposalin the contextof any utility’s
integratedresourceprogram,Ms. Gomotostated.It canbe oneof theutility’s supply
sidereserveoptions. It canbe submittedeitheraspartof the utility’s construction I
programor asa powerpurchasefrom an independentpowerproducerfor review
andapproval.

The PUG recognizesthat renewableresources,suchaswind power,are
especiallyimportantto thepeopleof Hawaii becauseof ourvulnerability to
petroleumshortagesandourneedto keepthe environmentand theskies freefrom I
pollution.

Wind powerproposalsmust competewith otherenergyresourcesin orderto be
includedin anykind of IRP program.Theseotherenergyresourcesincludeimported
fuels, energyresourcessuchasbiomass,hydro,PV anddemand-sideenergyresources
also. I

The PUG mustdeterminethat the wind powerproposalis compatiblewith the
preferred IRP in orderto approvetheproposalfor implementation.Wind power
generationwith storagehasnot yet beenidentified in any of the utilities preferred
planin their initial IRPs. However,wind powerresourceshave beenconsideredin the
utilities’ screeningprocesssupply side options. I

Initial IRPsarepresentlybeingreviewedby the commissionand [RPsfor
GASCOand HEI havegonethroughevidentiaryhearings,althoughno decisionshave
yet beenmade,shesaid.

TheIRP frameworkdoesnot includegreenpricingor set asidesto fostertheuse
of renewableresources.The benefitsandcostsof externalitiesarebeingconsideredin
therankingof resources.If themonetizationof externalitiesis not practicalthana
qualitativeanalysisis done,sheexplained. I

TheIRP frameworkdoesnot mandateairemissionreductionsfor petroleumfuel
generationoverandabovethoserequiredby federalandstateregulations. 1

The broadenvironmental,social,cultural andpublic healthbenefitsof wind
powergenerationprimarily accrueto societyasa whole. In addition to consideration
of thesebenefitswith theIRP framework,the legislaturecouldalso consider
incentivesto foster the developmentof wind powerresources.The costof these
benefitscould thenbe charged,not just to ratepayers,but to tax payersasa whole,
shesaid in closing.

I
I
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GenySumida-Attorney

While acknowledgingtheimportanceof workshopsin bringing key groupsof
peopletogetherto discussthe issuesandadvancesin technology,Mr. Sumidasaidhe
wasstruckby the similarity in theWind EnergyWorkshopheldin 1984 at HNEI.

Someof thesuggestionshemadein addressingthat workshopincludedthe
following:.

• The PUG shouldmoveaggressivelyto implementthe mini-PURPAstandardsto
encouragedevelopmentof renewableresourcesin thestateof Hawaii.

• Hawaiianutilities shouldwork very hardto dispelwhat is perceivedto be an
institutionalattitudeopposedto thedevelopmentof renewableresourceor
obstructiveof effortsof theindependentpowerproducerto obtain PURPApower
purchaseagreements.

• Stateandcity agenciesshouldwork very carefullywith alternativeenergy
developmentandothersto fashiona fast trackpermittingprocessand facilitatethe
developmentof renewableenergy.

• Stateandcounties,which haveenactedalternativeenergysupportive
legislation, shouldcontinuein that directionandshouldencourageregulatory
agenciesto facilitate that processaswell.

All together,theseobservationsrepresentthesamethemesof the current
WindpowerWorkshop,Mr. Sumidanotedwith theexceptionof IRP andIRP issues.

By andlarge, Hawaii hasa relativelysupportiveregulatoryregimewhich is
lookeduponfavorablyandimplementedby the PUG. Substantively,Hawaii doeshave
a numberof difficult issuesconcerningavoidedcostsandits concept,methodology
andapplication.Becauseof the avoidedCost issues,it is difficult in thestateof
Hawaii, for developersto geta goodpowerpurchaseagreement,he explained.

It is very appropriateto discussall of the meansfor developingwind powerin
Hawaii throughvariousmeans,includingpermit facilitation, siteassessment,data
gathering,greenpricingand favorablelaws,externalitiesandIIRP. However,thebasic
point is this, who doesthesekindsof projects,assumingwewant theseprojectsto be
developed?Either theutilities do or privatedevelopersdo becausetheyexpectto get
a reasonablerateof returnon their investment.

This very basicpoint is forgottenin the discussionof macropolicy issues.But it
seems obviouswhenit comesdown to thequestionof wind energydevelopment
andwind powerprojects,you arenot going to get anywind energyprojectsunless
you havesomeonewho is willing to buy that energyfrom you at a price that will
supporta reasonablerateof return.And the sellerof energycould be a utility
company,anunrecognizedsubsidiaryof that utility or a privatedeveloper.Thepoint
is, you needthat basiccontract,eithera negativecontractwith theutility or a PURPA
typecontractwith the issueof avoidedcosts,hesaid.

The avoidedcostsissuein this statestill representsanunclearissuein contracts
aswell asa majorissuewith respectto thePUG proceedingstaking placeright now.
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IRP is a verygood movementsweepingthe countrywhich drawsvastelements
of thepublic andotherinterestedpartiesinto a process,not only to assistthe existing
utility energypolicy, but also to ensurethat the policy reflectssomeotherbasicareas
of concern.

The problemin this processis that thereis essentiallyno integratedrole for
nonutility ~generationalsources,includingwind generationalsourcesin theutility IRP.
Is wind considered?Yes. Is wind mentioned?Yes.Is wind analyzedandassessed?Yes.
Is wind consideredover thelong range?Yes. Is it part of theutility’s plan, effectively
integratedinto its long rangeplan?No.

So, if you talk aboutthe IRP process,if you talk aboutwhetherwind, utility or I
nonutility ownedwind resourcesareeffectively integratedinto theIRP process,the
answeris no. Thatis a fairly significant issueand it is not asopenandshut andas
cleana processas it hasbeenmadeout to be during thecourseof this workshop. It
is an issuethat is beingdiscussedin PUG hearingsright now andwe do not yet know
what that utility IRP will look like whenthePUG rules on it.

Mr. Sumidaaffirmed his believein a joint collaborativeprocessbecauseit is
betterto havea total win-win situationthana zero-sumsituation, evenif everyone
hasto give a little. Nobody likes litigation since it generallyhasvery little effecton
this kind of situation.

Nonetheless,theredoesexist a ratherunfortunateperspectivein Hawaii
wherebythe utility considersany one involved in energydevelopmentasa
competitorwhich promotesan ust~.themsituation.

We all know the reasonwhy GongresspassedPURPAstatutesandmandatedthe
adoptionof thesestatutesby all of thestates,wasto equalizethe bargainingpower
betweenthe utility or nonutility or qualifying facilities. Much hasbeenaccomplished
becauseof PURPA.

Nonetheless,the usttc. themperspectiveis counterproductive.If therecould be
anyeffectivechange,it would haveto be the implementationof a total cooperative I
agreement.Thenmuch in termsof wind developmentcould takeplace. However,it
takestwo to tangoand sofar, we do not quite havethat, he said.

In theabsenceof that, the adversarialproceedings,taking placeright now in the I
contextof the IRP hearingswith thePUG, will haveto prevaileventhoughwedo
prefer that alternativemode.

Question:

Oneareaofconcernfor the utility is theeffectofhavingtoo manysellersofpower
in its systemandthenegativeimpacton bondratingsandtheability oftheutility to
makemoney.Is this a problem?(Havethe WallStreetanalystsdowngradedthe bond
ratesofthecompanieswitha lot ofpurchasepower~)

I
i
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Answer:

RonLehr—Attorney

Yes.Theresponsehasto be yesif you want theutility to involve theprivate
powersectorin theirfuture. They haveto havesomeupside.Theutility is setup to.~
investmoneyand to makea returnon investment.That is thebasicincentivethat is in
placenow.

Sothe reform that is neededis a systemthat rewardstheutility for it acquisitions.
Theutility that doesa goodjob on acquisition,makesmoney;while the utility that
doesa bad job at acquisitionandmeetingits goalsefficiently andon time, hasa
penalty.The PUG hasto think of its role not only asa regulatorof a monopoly,a
singlesellerinto a market, but it also hasto becomea regulatorof a monoposony,a
singlebuyerinto a market,Sonow the PUC hasto be concernedwith things like: the
contentof theREP, the evaluationprocess,thekind of notice to bid given, fair and
openbidding, andthe timelinessandeffectivenessof negotiations.

Gerry Suniida-Attorney

I would like to supplementhis answerin two ways:

1) The issueof powerpurchaseandits impacton bond ratinghasbeenan issue
raisedat a numberof PUG hearings.

The Galifomia PUGdealt with theissuein a fairly extensivehearing.Thenet
resultwasa carefuldissectionof therating companiesanalyses,in this case
Moody andS&P, which showedthatthe assumptionthat powerpurchaseshad
an impacton bond ratingwasnotwell-based.

2) In Hawaii, oneof theproceedingsheredealtwith theissueaswell. Through
an information requestby thePUG, theutility wasaskedto producematerialto
supporttheimpacton bond rating.The supportingmaterial, receivedin the
form of telexesandother issuesfrom the rating companies,mentionedtwo
things asimpactingbond rating:

• regulatoryclimate - the lengthof time it took to receivePUG decisions,
and

• constructioncosts.

Purchasepowerwasnot mentionedasan impacton bond rating. So eitherit is
a red herringor it is a little morecomplicatedthanit hasbeenmadeout to be.

5



I
Appendix F-Session4: StakeholderPerspectives

Hawaii Windpower Workshop / FINAL Report—July 29, 1994

Questiorn

Howdoyou includeindependentpowerproducersin theIRPprocesswhenthe
IRP beingprocessedby thePUC is essentiallyalreadyplannedandexcludesproposals
from independentpowerproducers?

Answer:

DavidMoskovitz-RegulatoryAssistanceProject

Allowing independentpowerproducers(IPP) to participatein the 11W processin
the contextof providing informationandparticipatingin workshopsin goingover the
IRP, is very different from taking anactualIPPproposalandincluding it in the LRP. I
would not recommendit. In addition to beingvery costly and foreignto the 11W 1
process,it would setup a processthat by its very nature,pits thesupplieragainstthe
purchaser.The IRE is morea processthanan implementationplan. And at theendof
that process,whenyou havewhat you think is the bestplanwith the information that
you havegottenwhich mayor maynot includeall of the thingsthat IPPshaveto
offer, that is whenyou turn it overto the competitivemarket. I

Twenty-five stateshavesupplementedtheIRE process,essentiallyat theend,
with competitivebidding. The purposeof that markettestis to askthe independent
powerproducersandothermarketplayers,thefundamentalquestion:canyou
provideanything that lowersthe costof what I now showis my IRP. If you canlower
the cost, that is anotherway of sayingthat you beatmy avoidedcost.Thenyou take I

Providingthat opportunity for competitivebiddingat the endof the IRP has
provento be a workablesolution to work the IPPs’ input into theIRE processand
minimize thestandardadversarialapproachand the necessityfor litigation.

RonLehr-Attorney I
TheTexasUtility ElectricGompany,the largestutility companyperkWh in the

country,hasissuedbids for renewableenergypowerto usein their IRE. I
Gonceptually,I do not think thereis a perfectway to solvethis chickenandegg

situation.The answer,I think, is for thePUG to comeout andstatethat whatyou do
first is only a problemthe first time you do an IRP. But thesecondtime, you would
havealwaysjust donethe otherone,whetherits bidding or planning.The second
time you do it, it’s not a problem. I

I
I
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